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INTRODUCTION
T he largest targeted tax credit program for low-income families is the Earned Income Tax Credit (EITC). In 1997, the EITC cost the federal government $30.0 billion, more than was spent on food stamps or Temporary Assistance to Needy Families (TANF) in that year. Over 19.8 million taxpaying units benefited from the EITC in 1997. About 80 percent of the benefits were returned to claimants in IRS tax refund checks in 1998, and the remainder went directly to reduce tax liability (Internal Revenue Service, 1999b) . Despite its fiscal size, very little is known about the impact of the EITC on the families who receive it.
1 Unlike other income-transfer programs, the EITC is received by almost all families as an annual, lump sum, tax refund check paid sometime in the spring of the year after wages are earned (Internal Revenue Service, 1999a) . Because of the form and generosity of the EITC, it is liable to have very different behavioral and economic effects than if the benefits were received on a monthly basis throughout the year, as is the case with most other means-tested transfers.
This paper examines how the EITC influences recipients' expenditure patterns by asking the following questions. Does expectation of a refund affect how EITC funds are used? Are EITC checks used to pay bills, to make new purchases, or are they primarily saved for later use? Does the EITC mainly help finance current consumption, or does it affect savings and investment behavior, helping low-income beneficiaries build assets and equity and therefore improve economic and social mobility? 2 Before addressing these questions, the next section of the paper briefly reviews recent research that examines the economic and behavioral effects of the EITC. After describing the data collection process and our sample selection, the paper explains our classification of "use bundles." We classify recipients' planned uses for their refunds into two bundles: making ends meet, and improving economic and social mobility. The final sections of the paper present our results, conclusions, and suggestions for future research.
RECENT STUDIES OF THE EITC: BEHAVIORAL AND ECONOMIC EFFECTS Program Basics
The EITC was enacted in 1975 to provide refundable tax credits to low-income workers and, originally, to refund some fraction of their Social Security taxes (Eissa and Hoynes, 1998) . The EITC was significantly expanded in the Tax Reform Act (TRA) of 1986 and the Omnibus Budget Reconciliation Acts (OBRA) of 1990 and, especially, of 1993. The most significant changes in the EITC have taken place in benefit generosity to families with two children. 3 The 1993 OBRA expanded the maximum credit for families with two children from $1,511 in 1993 to $3,556 in 1996. As a result, the earnings subsidy for low earnings families with two or more qualifying children doubled over three years, from 19.5 percent of earnings in 1993 to 40 percent of earnings in 1996. Because of this growth, the EITC benefits a wide range of families, from those who might be cycling on and off welfare (TANF) to those with near median incomes. Faced with this broad range of beneficiaries, we would expect to find different types of behavioral and economic effects for different types of recipients.
Behavioral and Economic Effects
Most, if not all, previous studies of the behavioral effects of the EITC have concentrated on labor supply, family formation, or differential design of employment-based subsidies. The EITC offers a powerful work incentive for low-income parents with children, e.g., the TANF population, with an earnings subsidy of 40 percent per dollar of pay up to $8,890 in 1996. One recent econometric study (Meyer and Rosenbaum, 1999) concludes that the EITC has been the primary driving force in increasing employment by single mothers over the 1984-96 period. Eissa and Liebman (1996) reach a similar conclusion for the 1984-90 period using different data, and the Council of Economic Advisers (1998, Chart 6) demonstrates that increased labor force participation among low-income mothers closely tracks changes in the maximum EITC benefit level over the past decade. The federal EITC for families with two or more children in 1996 declines at a rate of 21.06 percent per dollar earned from $11,610 to $28,945, the phase out range. Eissa and Hoynes (1998) find that the phase out reduces work effort by married 2 A prior paper (Smeeding, Ross, O'Connor, and Simon 1999) used a different sample and concentrated on the policy implications of EITC uses. Here we concentrate on families with children only and examine how use of refunds are related to expectations and other characteristics. 3 The EITC is also available to single persons but at a much lower level. In contrast to the treatment of families with children, the level of EITC benefit for single filers has not changed in real terms since 1994. In our analysis, we focus on families with qualifying children.
women. Thus, higher earning families in the phase out region of the EITC may have different labor supply responses than do lower earning families in the phase in or plateau ranges.
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All of these studies treat the EITC as an income subsidy and, for the most part, do not deal explicitly with its delivery mechanism, timing, and form of benefit receipt, or its effects on expenditures. In fact, recent studies of the substantial antipoverty effect of the EITC (e.g., Greenstein and Shapiro, 1998; Council of Economic Advisers, 1998) estimate the effect of the EITC on poverty during the year earnings are received as income, not during the following year when the EITC tax refunds based on these earnings are actually received. Counting the EITC as income in one period when the benefit is not received until the following year suggests a degree of liquidity and consumption spreading that may be beyond the means of many recipient families. Looking at the timing and form of benefit receipt also raises the question of whether the EITC should be viewed as an income transfer or as an asset transfer.
Because of its unique administration through the income tax system and "lumpy" character, the EITC offers a rare opportunity to examine the economic impact of a tax refund program on recipients. Souleles (1999) also studies the response of household consumption to income tax refunds from 1979 to 1990, but does not separate the EITC from other refunds. He finds that roughly 20 percent of all income tax refunds is used for purchases of durable goods.
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The lumpy nature of the EITC arises from several factors. First, only a portion of the EITC can be received as an ongoing transfer during the year when income is earned. Employees who submit W-5 withholding forms to their employers can receive an advanced payment of up to 60 percent of the maximum allowable amount of the EITC for a worker with one qualifying child. This translates into a maximum amount of advanced payment in 1998 of $26 per week (Internal Revenue Service, 1999a) . A worker with two qualifying children, however, could be eligible for as much as $72 per week, nearly three times the maximum advance payment amount.
6 Over 99 percent of recipients do not use the advanced payment option, and instead receive a lump sum amount when they file their income tax in the following year (Scholz, 1994; Internal Revenue Service 1999a , 1999c .
There are several possible explanations for the observed preference for a lump sum transfer over the advance payment option, including: (a) employers' unwillingness to participate in the program; (b) employees' unwillingness to inform the employer of EITC eligibility due to stigma effects or fears of lower pre-tax wages; (c) instability and variability of earnings among the likely EITC population that raises the probability of having to repay the EITC advance at tax time; (d) recipi-ent indifference between lump sum and monthly payments with the added cost of compliance with monthly payments tipping them in favor of the lump sum; and (e) employees' desire for the forced savings aspects of the EITC that result from receipt of the entire benefit in a lump sum. While there is some evidence that recipients prefer the forced savings aspects of the EITC (Romich and Weisner, 1999; Olson and Davis, 1994) , the relative impacts of each of these factors on the form of EITC receipt have yet to be thoroughly examined.
Regardless of the reason for type of benefit receipt, the lumpy nature of the EITC benefit and its benefit generosity create an opportunity to study the effects of the program on household expenditure patterns and on asset behavior (i.e., debt, credit, and savings). 7 Very little has been written about the way that households use EITC benefits, despite the fact that federal EITC benefits can be as high as 40 percent of the previous year's income. One small study (200-to 300-person telephone interviews) shows that the EITC is used to pay overdue utility bills (e.g., Gallup Poll, 1993) . A New York Times news story (Rimer, 1995) suggested that some recipients made interesting and creative use of the EITC to improve transportation to and from a job, to move to a safer neighborhood, or to put children into better schools. However, Rimer did not examine the extent to which these uses are typical or idiosyncratic. A recent ethnographic study of 42 low-income families in Wisconsin examines the use of tax refunds (Romich and Weisner, 1999) . 8 The authors conclude that families use lump sum tax refunds to improve family well-being and to make large purchases. Finally, Barrow and McGranahan (2000) find that the EITC induces changes in seasonal expenditure patterns for durable goods. Using survey data specifically designed to address these questions, our study describes how families plan to spend and/or save their EITC benefit.
THE CLHS STUDY
Our data are drawn from a sample of 5,000 low-income Chicago area taxpayers who utilized the free tax preparation services provided by the Center for Law and Human Services (CLHS) in the winter and spring of 1998. The CLHS has ten centers in the Chicago metropolitan area, almost exclusively in low-income neighborhoods. Any low-income taxpayer can receive free assistance with tax return preparation from professionally qualified volunteers at a CLHS center. We designed the survey instrument and employed five interviewers who visited seven of these sites from January 1998 through April 1998 to interview EITC beneficiaries at the time their tax returns were filed. More than 90 percent of taxpayers interviewed were willing to discuss their refunds, producing a sample of 1,226 total respondents, 1,121 of whom were expected to receive a federal refund and 846 of whom expected to benefit from the EITC (Table 1) . 7 Ideally, one would like to separate the economic effects of the EITC using a comparison group to parse out behavioral effects. Because the EITC is a national program open to all low-income, low-wage taxpayers, there is no natural control group. One could examine year-to-year changes in outlays using, for instance, the Consumer Expenditure Survey (CEX), as in Barrow and McGranahan (1999) . However, the CEX does not collect tax data and is not designed for assessing the effects of the EITC on its respondents. Further, nonparticipants of the EITC are likely to be a nonrepresentative and biased group. As a substitute, we devised the questions regarding ability to make spending or saving decisions if the tax refund was not given. These results are reported on below and the questions are presented in the Appendix. 8 Romich and Weisner (1999) do not have access to tax returns but they estimate that 36 of their 42 families are eligible for the EITC. While their conclusions rely on comments from only a sample of their families, additional interviews are planned. Our larger sample and direct knowledge of EITC receipt complement the analyses of Romich and Weisner (1999) and Rimer (1995) . It is encouraging that our findings are generally similar.
For this paper, we selected a sample of tax units that CLHS calculated would have a federal tax refund and also receive the EITC. These selection criteria produced a sample of 823 returns. From these we excluded single persons receiving the EITC. Our main analytic group is the subset of the tax units that receive the EITC as part of a federal tax refund and that also have dependent children, 650 total respondents ( Table 1) .
The CLHS database contains two types of information. First, we have access to the federal tax returns of all recipients who filed through CLHS in 1998. For our sample this includes filing status, number of dependents, and all sources of income reported to the IRS. In addition, we constructed an interview about the intended use of the EITC. The CLHS interview asked recipients about their knowledge of and expectation of the EITC, and their priorities and use of the EITC to pay bills (several categories), purchase items (several categories), or to save the EITC checks for future use. They were also asked about their ability to carry out their spending/saving priorities were it not for the EITC. A subset of the actual questions used in the survey is included as an appendix to this paper.
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9 About one-quarter (208) of the 823 families in our sample also completed a follow-up phone interview six weeks after filing to verify their receipt of the EITC and to answer the same questions posed to them earlier on their use of the EITC. While we rely on the questionnaires filled out at the time of the tax filing, the 208 callback interviews provide verification of intended use of the refunds. Call-backs were limited to those with refunds of $1,000 or more and we obtained a 50 percent response rate. About 90 percent of the call-backs received the refund amount calculated by the CLHS when the tax forms were submitted. Differences were due to federal inquiries regarding legitimacy of the returns, or lower refunds due to garnishment for school 
Sample Characteristics
In this study we restrict our analyses to families with children: single parents or two-parent filers. According to IRS data for 1996, of the 19.5 million filers who claimed the EITC, 7.8 million claimed one child while 8.0 million claimed two or more children (Internal Revenue Service, 1999c) . Over 97 percent of the total cost of the credit for tax year 1996 ($28.2 billion) went to the 82 percent of the filers who claimed one or more eligible children (Internal Revenue Service, 1999c). Of our sample of EITC returns with children, 47 percent had one child; 53 percent had two or more children. These can be compared to national fractions of 49 percent with one child and 51 percent with two or more children.
Our sample of filers with children is 48 percent African American, 32 percent Latino/Hispanic, and 20 percent Caucasian or other. The 1990 Census indicates that among those families with children under 18 in the Chicago central city, 43 percent of families were African American, 27 percent Hispanic, and 30 percent white or other ethnic group (U.S. Bureau of the Census, 2000). About 65 percent of our total interviewees who received the EITC and a refund were single parents (as determined by head of household filing status) while 15 percent were married filing a joint return and 19 percent were single person filers (Appendix Table A-1, middle column). National samples from 1997 divide EITC beneficiaries into two major groups: (a) about 70 percent are single parents filing as heads of households or single persons; (b) almost 30 percent are low earning two-parent households (U.S. Congress, 1998, Table 13-13, p. 871). Other IRS data suggest that 18 percent of filers in 1996 were single filers without children (Internal Revenue Service, 1999b) . Assuming the same fraction of single filers in 1997 as in 1996, this means that 52 percent of national filers were single parent heads of households in 1997.
These characteristics suggest that our total sample population is more likely to be made up of single parents than the national sample (65 percent for our sample versus 52 percent nationally). Our sample, however, is more restrictive than the IRS national sample; tax units in our sample not only receive the EITC, but also have a positive federal tax refund. We know of no national data on the ethnicity of EITC recipients, but our sample is representative of the 1990 Census data on the racial and ethnic composition of the Chicago central city area.
Classification of Expenditure/Savings Bundles
In this study, we examine two important types of uses for the EITC: loans or child support payments that were outstanding. Among this 90 percent there was a high (85 percent) correspondence between intended use of refund (sample used here) and actual use (once the check arrived), with no systematic change in the distribution of tax return use by type of use. Call-back interviewees were remarkably consistent in their preferences for EITC use in the phone interview compared to the face-to-face interview. Additional detailed comparisons across samples are available from the authors as is the entire survey instrument. 10 While the CLHS offers one venue for data collection of this type, it is not the only such venue or vendor. Two types of paid tax preparers also help EITC recipients, 65 percent of whom used tax preparer services in 1990 (Scholz, 1994) . One type are large, national, for-profit tax preparation services such as H&R Block. Another type are small, informal temporary services which are provided by self-employed persons. Both types differ from the CLHS in that they charge fees for tax preparation services while the CLHS does not. A second difference is that at least some of these services also charge customers for the right to receive their refunds in advance of the federal returns (which usually take four to six weeks to be processed). The CLHS does not provide this service. To the extent that clients differ by preparer type, our sample may be biased away from those with higher personal discount rates, and therefore perhaps away from those with greater immediate need for the EITC refund. And we obviously do not include those who file without a formal tax preparer's assistance. Little, if anything, is known about this group.
• Making ends meet (or consumption use), • Improving economic social mobility (or investment use).
The survey instrument permits us to go into considerable detail in classifying how recipients say they will use their EITC (see Appendix, Section C). Respondents were given several categories of future purchases for goods or services, for paying off existing bills, or for saving the refund for future anticipated or unanticipated needs. While several other bundles of categories of uses could be created, we selected these two categories for reasons summarized below.
Making Ends Meet. The EITC is targeted on low-income working families with children, many of which also receive other means-tested transfers (seen Panel C of Appendix Table A-1). This suggests that much of our head of household population could be a population that is struggling to make ends meet. They may have unmet consumption needs or may use the EITC mainly to spread their consumption over the year. Barrow and McGranahan (2000) find some evidence that the EITC recipients smooth consumption. Hence, the EITC may provide the means for recipients to buy clothing, food, and durables, pay off outstanding bills, and meet other urgent consumption needs.
In the making ends meet bundle we include payment of regular bills (rent, utilities, food, groceries, personal expenses), purchases of clothing, appliances or household furniture, as well as other personal or regular household expenses. Appendix Table A -2 lists all of the expenditures included in the making ends meet bundle. To the extent that the EITC helps meet current consumption needs, it may be no different from other types of income subsidies, child care subsidies, and similar benefits (e.g., food stamps) in terms of its impact on recipients' expenditure patterns.
Improving Economic and Social Mobility. In a recent study of low-income working mothers, Edin (1998) found that a majority of her sample were credit constrained and had little leverage to borrow money. The recent literature on asset holdings by the poor and by minorities (e.g., Sherraden, 1991; Edin, 1998; Oliver and Shapiro, 1995; Shapiro, 1998; Ziliak, 1999) suggests that, when presented with incentives and opportunities to save, lowincome families are willing to postpone current consumption to improve their long-run economic well-being.
The large size of the EITC relative to current income may present an opportunity for otherwise credit constrained lowincome families to move beyond current consumption and to use the EITC to build assets. Shapiro (1998) refers to this as "asset building" or "improving social mobility." We adopt the term "economic and social mobility" here to describe several equity enhancing uses of the EITC that improve longer term economic mobility and well-being. Most of these are consistent with Edin's (1998) findings and those of Rimer (1995) and Romich and Weisner (1999) in their more limited set of interviews. They are also consistent with the evidence on spending from general income tax refunds on vehicles (Souleles, 1999) .
Our economic and social mobility bundle includes all forms of debt repayment, savings, and other expenditures that increase chances for improved mobility, including all forms of work-related expenses.
11 These include payment of 11 Only in our call-back interviews did we ask savers what they intended to do with the savings. Only 44 percent said they were saving for expected future bills (a consumption spending use), while more than 60 percent were saving for at least one of the equity building purposes listed in Appendix Table A-2, some of whom were also saving to pay expected future bills (multiple responses were allowed). All forms of savings were classified as behavior that enhanced social mobility.
credit card, automobile, or personal debt, as well as human capital building (e.g., tuition payments, medical bills), expenses for cars (purchases, repairs, insurance), moving expenses, and home improvements. 12 Sharing money with family members is also classified as an equity expense in that it builds bonds to family members who could help the donor unit in time of need. The complete bundles are listed in Table A-2. 13
Results
In this section we present descriptive tables to help answer our three questions: Does expectation of a refund affect how EITC funds are allocated? Are EITC checks used to pay bills, to make new purchases, or are they primarily saved for later use? Does the EITC mainly help finance current consumption, or does it affect savings and investment behavior, helping low-income beneficiaries build assets and equity and therefore improve economic and social mobility? In the tables, we categorize respondents by: (a) expectations of receiving a refund; (b) income levels; and (c) the three ranges of EITC benefit receipt-those with lower earnings that provide less than the maximum benefit are in the "phase in" (or subsidy) range; those with the maximum benefit are at the "plateau"; and those with higher incomes are in the "phase out" range. Expectations of refunds should be an important determinant of planned uses. Those with knowledge of the EITC should have made better long-run plans for spending and have a clearer set of prioritized uses than those who do not have such knowledge. Different income levels may help explain involvement with financial intermediaries. First, we examine the average size of the EITC and tax refunds among our sample.
Tax Refunds or EITC?
Due to over-withholding, our recipients could receive tax refunds other than the federal EITC. Over-withholding, not the EITC itself, could be the driving factor influencing the expenditure decisions that we observe. Table 1 presents information on the distribution of total refunds as well as EITC benefits for four groups: all CLHS tax interviews, all those getting a refund, all those getting a refund and the EITC, and our main sample (all of those with children getting both a positive refund and the EITC). The EITC is the largest source of refund for all recipients, particularly those with larger refunds and for families with children (Panels B and C of Table 1 ). In our sample, the average EITC payment is $1,850 and, on average, 12 We consider repayment of debt, e.g., credit card debt, as increasing social mobility. We also believe that future studies of the EITC should further investigate the issue of debt repayment. This topic is discussed more fully below. 13 Considerable time and effort were spent to reduce arbitrariness of creating the bundles. Some amounts of EITC savings will no doubt be used to help make ends meet in coming months and hence may be misclassified. But even then, EITC savings become a form of self-protection and, for many low income EITC clients, may replace reliance on welfare to meet these expenses. Similarly, sharing benefits with extended family might be construed as continued reliance on traditional networks of support, and not on improved social mobility. In these cases we may overestimate items relegated to this category. In contrast, purchases of household appliances and other durables among low-income families, which are treated as making ends meet, often produce the physical capital necessary to start small businesses (Edin, 1998) . In this case durable purchases classified as making ends meet are actually improving social mobility by providing opportunities for self-employment. However, these particularly controversial uses were not critical to the overall patterns that emerged from the analyses that follow. We checked the sensitivity of our results to the bundle classification by placing household furniture and appliance purchases (durables) in the improving social mobility bundle and moving sharing money with family members into the making ends meet bundle. The correlation between the original bundles and the reclassified bundles is 0.91 for improving social mobility and 0.93 for making ends meet.
the EITC constitutes 90 percent of the total federal tax refund. 14 We conclude that the EITC is the main driving force in our analyses and the major source of the associated economic impacts that we examine below.
Expectation and Knowledge of the EITC
To some extent, many findings in this study are dependent on the belief that our clients expected to receive a refund and then considered how those refunds would be used. 15 We find a surprisingly high level of expectation of a tax refund and some evidence that the EITC program was the primary source of the expected tax refund (Figure 1) . A full 83 percent of our sample expected to receive a refund when they came to the CLHS (left side, Figure  1 ). Among those expecting a refund, about one-third seemed to be familiar with the EITC itself (right side, Figure 1 ). That is, they used the term "EITC" for the refund or told the interviewer that the refund was "due to low income" or because they "worked all year and have a qualifying child," or a similar response. 16 We deliberately did not include EITC as a category in the survey, preferring that the recipients identify the program themselves. The remaining responses were scattered among other categories, particularly "received a refund last year" and others. 17 Since respondents were only allowed to provide one reason for why they expected a refund, some who did not identify the EITC may also have had knowledge of the EITC but answered in other categories. Panel I of Table 2 indicates that the expectation of a refund increases across the EITC range; the greatest percent with expectations are at the plateau level, where the refund level is highest both in dollars and as a percentage of income, and in the phase out range where incomes are higher. A large majority of recipients in our sample anticipated refunds and may have factored the refunds into their household financial planning. Panels II and III of Table 2 suggest how important the tax refund is to our sample of survey respondents.
Importance of the EITC
Respondents who received a refund of $200 or more were asked to prioritize up to three important uses of the refund. They were then asked if they could afford to 14 Due to over-withholding, the maximum amount of the refund can exceed $3,656 in Panel A of Table 1 . Since Illinois does not have a state EITC, the federal maximum of $3,656 is also the state maximum in Panel B.
Unpublished tabulations indicate that even at the 25th percentile, the EITC was about 70 percent of the total refund received. 15 For the majority of our respondents we do not know if they received the EITC last year or not. We asked those who were going to receive a refund this year whether they expected a refund. If they did expect the refund, we asked them why (see the Appendix). About 39 percent said they had received a refund last year. We did not, however, probe for whether the refund was the result of the EITC, from over-withholding, or for some other reason. Another 32 percent of the sample that expected a refund mentioned the EITC, low-income, or work as a reason for why they expected a refund (see below). We cannot be sure, however, whether any of these respondents, or those who did not expect the refund, received the EITC in 1996. About one-third of our respondents also used the CLHS in the previous tax year and many of these appear to have received the EITC as well. The majority of these repeat CLHS filers are among those who said they expected a refund because they received a refund last year; the rest are among those mentioning EITC or related reasons. As a result we chose to split the sample by whether or not clients expected a refund. 16 Those with "low income" could expect a refund based on low earnings and withholding from the regular federal income tax withholding system, or from the EITC. Because the large majority of these expected a much larger refund than that due them for normal withholding, and because the EITC is 90 percent of the average refund received by our sample, we interpret this response as an indication of knowledge of the EITC. 17 Among "other," many were not filled in. Two of the larger responses were: (a) already did taxes before coming to CLHS; and (b) went to H & R Block (or other) before coming to CLHS. carry out their first priority in the absence of the tax refund (Table 2) . 18 Almost half of the respondents (48.7 percent) said that they could not meet their first priority unless they received the refund, with another 43 percent stating that without the refund they would be forced to spend (or save) a lesser amount or to delay their top priority for some time. Those with the lowest incomes (in the phase in or plateau region) are slightly more likely to have difficulty. The inability to carry out first priority objectives in the absence of the EITC, however, is evident across all three EITC ranges (Panel III) and does not differ by expectation of a refund (Panel II). Only 7 percent could definitely achieve their primary objective if they did not receive the EITC, and the ability to find alternative sources of income for the stated purpose increased in the phase out ranges. Respondents who did not expect a refund were less likely to be able to meet their first priority uses. The large majority of beneficiaries, whether expecting a refund or not, could not readily meet their priority uses unless they received the EITC. Tables 3 and 4 are based on the more detailed questions in Section C of the Appendix.
I. Percent of Respondents, by EITC Range, Expecting a Refund

Priority Uses of the EITC
Of our sample, 81 percent had at least a first priority use for the EITC, while 46 percent also had a second priority and 14 percent a third priority use as well (Figure 2) . These priority declarations were separate from the detailed use of refund questions that followed (see the Appendix). These responses indicate that bill paying was the single most important use of the EITC for one-half of all beneficiaries, with purchases coming in first across the smaller fraction of respondents who listed second and third priority use levels. Across all three priority levels, 83 percent of respondents had a priority use of the EITC to pay a bill, and 74 percent to make a purchase of some commodity. Clearly the EITC helps pay bills and to make ends meet.
However, fully one-half of all respondents with qualifying children also stated that their priorities included saving some or all of their EITC check. Moreover, in our earlier paper (Smeeding, Ross, O'Connor, and Simon, 1999) we identified three key uses of the EITC to enhance social mobility: moving, paying tuition, or purchasing or repairing a car. Each of these uses is also summarized in Figure  2 . While moving seems to be an all-ornothing decision (with only 2 percent listing it as a secondary or tertiary priority compared to 4 percent who list it as a primary priority), paying tuition or purchasing/repairing a car are more evenly spread across the priority ordering. Altogether, 16 percent of the sample stated they would use the EITC to pay tuition while 22 percent would make a car related use of the refund. These uses suggest that the EITC also plays a large role in improving economic and social mobility. All other priority uses of the EITC are summarized in the final columns and amount to only 10 percent of primary priorities and 13 percent of secondary priorities.
Bundles of Use
In addition to asking respondents to prioritize anticipated uses for their refunds, we also asked them how they specifically intended to use the EITC (Appendix, Section C). Respondents could, and usually did, have more than one expected use for their refunds. Because a first priority use (e.g., paying an overdue bill) may differ from the largest source of expense or use, these questions were designed to have the client give us as much detail about the categorical breakdown of the refund as possible. We then disaggregated respondents by expectation of refund to arrive at our best overall snapshot of EITC use (Table 3) .
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Almost 70 percent of all beneficiaries with children had an economic and social mobility related use for the EITC (Panel B of Table 3 ). Those who expected a refund were much more likely than those not expecting a refund to have such a use (75 to 49 percent). Cars and schooling were the most important specific uses listed under mobility uses. Among respondents who had a mobility use but did not expect a refund, the majority planned to save at least a portion of their refund. Those not expecting a refund were also most likely to have no plans for the EITC (34.3 percent). 20 Because expectations lead to very high probability of mobility use (as well as making ends meet use), the EITC appears to be more than a simple "consump- Number of priority uses mentioned as a percent of those responding. Eighty-one percent of our sample had a first priority use for their tax refund, 46 percent expressed a second priority, and 14 percent a third priority. Hence, some households have multiple priorities and other did not give any priorities. Source: Authors' tabulations of 1998 CLHS-EITC Survey; see question B-1 in the Appendix.
tion spreading" transfer. 21 That is, the EITC does seem to provide opportunities for investments that may not be as likely were those beneficiaries to receive a smaller but continuous transfer during the previous year.
About 65 percent of all EITC clients with children had a making ends meet use: 69 percent of those expecting a benefit and one-half of those not expecting a benefit (Panel C of Table 3 ). Utilities and rent were the most important expenditure categories for both groups, followed by food and clothing. Only 13 percent mentioned purchasing a durable good (other than a car) as a specific use of the EITC. Almost onehalf of all beneficiaries, and over one-half of those expecting a refund, had both types of uses planned for their refund (Panel D of Table 3 ). Among those choosing either mobility uses only or making ends meet uses only, the former was a stronger preference, by a small margin, for those expecting a refund.
Use of the EITC by Number of Children
One important determinant of the use of the EITC may be the number of children in the family (Table 4 ). Among our sample of EITC clients with children, 19 percent had three or more, while 34 percent had two, and about 47 percent had only one child. Larger families were more likely to have at least one making ends meet use and less likely to have an economic and social mobility use. A full 20 percent of those with three or more children had only making ends meet uses. This pattern suggests that larger families are more likely to spend the EITC on a consumption related use. Number of households mentioning each specific use with a specified dollar amount allocated to each use. Additional questions were asked to further break down bill and purchase priorities into subcomponents. See survey questions C1 to C3 in Appendix.
Access to Credit
It is important to understand how EITC recipients relate to financial institutions. Low-income respondents who use check cashing services and who have no formal relationship to financial service providers, e.g., no checking or savings accounts and no credit cards, loans, or mortgages, are less likely to be able to keep a large EITC refund intact for future needs. Moreover, access to credit (debt) is important for consumption smoothing whether through credit cards or through formal loans. If we think of the EITC as an expected lump sum transfer, access to credit may be crucial to consumption smoothing behavior. In our sample it is not clear how debts and timing of purchases are related. Even if the recipient chooses the ongoing payment option for the EITC, the maximum benefit may be as little as one-third of the actual refund, given the constraints of the "advanced payment" option explained earlier. Therefore, access to credit and debt are an important aspect of EITC usage.
Access to financial and credit markets differs markedly across the income levels of our sample population (Table 5) . Only 42 percent of those with incomes below $7,500 had access to one or more of the types of financial services listed above. Only 27 percent had a checking account. In contrast, almost 81 percent of those with incomes of $15,000 or more had some contact with financial services, and 56 percent had checking accounts. Checking and savings accounts, credit card use, bank loans, and mortgages all increase with income. In contrast, use of a check cashing service declined steadily across the income ranges, with 59 percent of those in the lowest income range using such services, and 25 percent in the highest income group. Most of our sample who have plans to save (64 percent) already have access to financial institutions. 22 Very few (1 percent of the sample) told us they planned to use the EITC to open a bank account. Tabular comparisons indicate that the breakdowns in Table 5 are similar to those found by other researchers using national samples to investigate use of credit cards and checking and savings accounts among low-income populations (e.g., Bird, Hagstrom, and Wild, 1998; Carney and Gale, 1998) . 22 Our data indicate that there is a positive correlation between having a financial instrument and saving (0.453) among families with children, but that correlation is not significantly different from zero at the 5 percent level.
CONCLUSION
This paper presents an exploration of how families use our largest targeted refundable tax credit, the EITC. The EITC is a unique income support program both because of its administration through the income tax system and its lump sum, once a year nature. While there is an option to have a portion of the EITC paid intra-year as a form of negative withholding (the "advanced" EITC option), only about 1 percent of taxpaying units receive the advanced EITC. A once a year benefit may provide a key pathway for families to overcome a short-term liquidity crisis and to move beyond support of current consumption to meet more strategic longer term goals. This paper classifies uses of the EITC according to making ends meet (supporting consumption patterns) or improving economic and social mobility (strategic uses that can be expected to have longer term payoff). When our sample of EITC recipients with dependent children went to CLHS for tax assistance, they expected to receive tax refunds, and they planned to use the EITC not only to fund current consumption, but also to invest in their families' futures.
Most of our sample mentioned multiple uses when we asked about how they planned to use their tax refund. Nearly 65 percent plan for consumption spending (making ends meet) and almost 70 percent plan for economic and social mobility uses. This is a larger response for durables expenditures than that found by Souleles (1999) for income tax refunds in general. The majority of recipients who expected refunds have plans for both consumption and mobility uses. Paying utility bills and rent, along with purchasing food and clothing, are the most commonly mentioned consumption uses. Spending on cars and schooling were the most frequently identified mobility uses of the EITC funds, though we can think of cars as having consumption-as well as workrelated uses. Among respondents who did not expect a refund, but who plan to use the funds to improve economic and social mobility, the majority planned to save at least a portion of their refund.
Family size appears to be associated with plans for EITC use. Families with more children are less likely to specify a mobility use and more likely to plan to use their EITC funds for consumption spending. This pattern reflects the greater consumption needs of larger families. President Clinton's recent proposal to expand the maximum credit for families with three or more children may help larger, low-income families invest in economic and social mobility, as well as meet consumption needs, with their EITC funds.
Recipients with greater access to financial institutions were more likely to save part of their EITC. The relationship between financial service access and EITC use, however, remains unclear and puzzling. For instance, we also found that about a quarter of our overall sample have credit cards and, of these, 80 percent have credit card debt averaging about $2,400.
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Yet only 18 percent of these respondents list paying off credit card debt as a priority use for the EITC refund they receive. Because of growing interest in financial service access for low-income families, the effects of asset testing on savings, and the movement toward electronic benefit transfer, these topics should be high on the EITC-related research agenda.
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The results in this paper suggest that the EITC does more than spread consumption across time periods. It also allows recipients an opportunity to make changes in economic behavior. Without the EITC, almost one-half could not have met their first priority use for the EITC, while most of the rest could meet their need only to a lesser extent or with some delay. Many EITC recipients are explicitly aware of the program, and the vast majority who expect a refund can articulate several specific uses for their refund, including investments in higher current and future earnings by such means as schooling, transportation, and moving. Recipients who did not expect a refund were the most likely to have no plans for the EITC. Continued outreach and greater general knowledge of the EITC should increase both participation in the program and use of the benefit for upward economic and social mobility.
In order to move beyond our results, we would encourage further research of this type in a dynamic context. Many families who receive the EITC in one year receive it in the next. Indeed, about one-quarter of our sample indicated that they received the EITC last year while another 32 percent expected a refund because they got one last year. Our findings (and those of others) suggest that the EITC may play an important part in assisting families who are moving from welfare to work to move beyond "working poor" status, possibly to middle class status. Of course, many other factors also affect this transition. Following a sample of recipients over time would help identify the pathways from dependency on means-tested transfers to economic independence and the role of the EITC in these transitions. excellent assistance in preparing the paper. 
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